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ORGA.~.~IZATIOLT A,:,.m, m~,~.~ mTm~.T OF ECA . . . J  ~ J _  o . J . ' .~ .~ . .A.  A~.*', 

30 January 1950 

. u . ~ u ~ . ~  ~{OL~:A.~T: • ' G e n t l e m e n ,  o ~  h o p e  o f  a v o i d i n g  f u t , ~ e  ~ r m e a  
conf!i6ts-depends very large]y on the success or failure of the European 
Recover$:: Program. The problems and objectives of the Economic Cooperation 
Administration are therefore i of particular importance to us as individuals 
as well as to those in government and in industry. To the military 
student the Study of the work of the ~CA ~.;mi! lead one ~to the conclusion 
that .national strate~r can be expertly directed all along the economic 
front as well as on the fighting front. 

Our speaker this mornlng is here to tell us about the problems and 
objectives of ECA. He is the Deputy to the Assistant Ach~inistrator for 
Program of that organization. It is a pleasure to introduce to the 
~ndv.strial College of. the /U~med Forces and to the National V,rar College, 
1~. Harlan Cleveland. 

I~[~. CLE~L~D" Gentlemen Of the combined colleges, I would like 
to try this morning to give you some idea of how fightLug the cold 
peace looks from the standpoint of its economic side. As the Genera]: 
indicated, we in ECA consider o~selves very much in the front line of 
the effort to orevent a next war; and from that st~]dpoint the figures 
and statistics and economic analyses, vrhich are the ter~s in which ~'e 
de our business, assume great significance. '~:uis front-line position 
keeps our morale pretty high oven in the midst of o~ congressional. 
presentation . . . .  

First of all, I ~:rould liko to s~.marizc v~hat the L;arsha~il Plan as 
a ~rhole is about. ~',re thin!,: of it as an aid program~ lout o~ ai~ to the 
co,retries of'Etu~ope~ the 18 participating countries, is only a marginal, 
a fractional, a component part of a total pictt~e; and it is the total 
pictvre to which I would like to direct your attention this morning. 

Basica!'15 ~, ~'~hat are ~'re up ,~,o ~za Europe? Our a~u is to improve 
the competitive position of western E1~ope in relation to other parts 
of th? world and particularly in roiation to the United States. _~o 
~rouole in the vzorld tod,iy, to out it in a much ovor-sim,olificd nut- 
shell, is that tba economies of the Evrone~n co~trios are just too 
weak to compcte.v~ith the cr, eat strength that is our competitive economy. 

Back "~ ~ be±o_~ thc First Vf0r]_d War .re had only abo:.~t I0 percent of 
the ~~orld's export market for ~oanufacturcs; and ~ • ~ ~ J , : , u r o o ~  ~urn._sned some- 
thing !ikd SD percent. }~t from that point on, Europe,s oosition in 
the world's exoort trade has gone dovrn very rapidl~j in relative terms. 
By 1935 the Europeans had on35J a little more than halt of the c~oort 
market for manttfaCtvras, and ~::e moved up to a oosition of nearly a 
quarter, In !948~ if Vou exclude trade ~,_~onmn Europe, ~zo actually T~ero 
selling mor.o man~?acttu~es to the world than the ~-aholo of ~'rostern Europe. 
Our share was A2 percent, as against their 38. 
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~Fhy ~,ras this? Primarily, because t h e  rate of growth o£ their 
economies, or, speaking more acctu~ately, the rate of growth of their 
productivity or output per m~-ho~L~, ~ras consistentl}- falling7 behind 
ours. The United States economy increases-its proauc~mv_ty, its out- 
put per man-hem-, something like 3 percent, more or less, per year,- 
The European countries have seldom reached 2 percent per yca~j and the 
rate of economic gro'~:rbh in Britain has been especially sic'r, more like 
one and a half percent a year. All of these perqontages sound small. 
But if you consider them as compound interest, the ~mal! percentage " 
mffercnccs are very significant indeed over a geriod of ten, t~:rcnty~ 

or thirty years These differences in -~ • ~ota.~ productivity, of co~se, 
make for om_±er~nceo in relative competitive strength--that is~. in 
relative ability to make lov~-cost goods and sell them in the export 
market in competition with A/nerican goods. 

N@~, before the war this state of affairs, in ,:rhich Eur6~c was 
constantly falling off in ability to compete ~rith us~ was to som.e extent 
hidden. Primaril7 it vras .hidden in the thirties by the greatly reduced 
demand o£ Europe for imports as a result of the depression~ the fact 
that standards, o£ !iv~g were brought dora by the de]~ression all over 
the ~:~orld, and by unemployment. It was hidden also by favorable terms 
of trade; that is to say, %hey wore getting favorable prices for their 
exports from E~mope in relation to the prices they had to pay for the 
primary prod~.c~ they 4 ~ ~-~ o,~ ~mpo._ted. L~e balance was also _~m._~so~d~ and . 
the true facts about the productivit~ race further h:Lddon, by income 
flo~ring into E~rope from very largo investments h~g the European count'ries 
outside Europe, particularly ~ the investments of England abroad. 

Finally~ it was possible for E~ope to earn the dollars that it 
needed (to buy the materials that it had to buy from us) from "third 
countries,, v;hich were running an export surplus ~rith.us in ~aterials;" 
for cYamp!e, to earn dollars from Indonesia and other Southeast Asia 
co~trie s o 

But the war made drastic changes in this vrho!e ~icture. E~rope 
lost virtual]$~ all its foreig n investments. ~u fact, England's position 
in respect to foreig~ inves~ments, which were such a big .f0.ctor in 
earning money for the English from year to year before ti~c ~rar~ vras b$- 
the end of the war complcto]~ rcvcrsed~ and they Owed India~ Pakistan, 
and other co~mtries a lot of money. E~ro'oe lost the opportunity,, that 
had previously been so important, to earn dollars through triangular 
trade with southeastern Asia. The overseas territories of the individual 
Europes~ countries Ln Africa" and in tl!~e Far East~ which previous:ly had 
been ab!c to earn vc~ large s~3ms for their mother countries, arc now 
hav~g considerable difficulty in even balancing their accot~nts with 
the dollar area. And to top it off, the terms of trade turned against 
the Europeans~ that is to say, thc oriees of primary products incrmased 
in rc!ation to the prices of manufactured goods--and it is mostly manu- 
factured goods that Europe scl].s to the rest of the world. 
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The economy of a trading nation is not unlike an indivi4ual business. 
An individual firm has to show a profit or break even o~er a -:~riod of 
time Or go out of business. That is not altogether true of a nation, 
but .it. comes terribly close to being true. But in this post~rar period, 
England, France, and most of the other cot~ntries of Europe have in. a 
sense been living beyond-theirmeans. They have been able to do so, of 
course, primarily because of various t~,es of loans and grants made 
available to them by the U. S. Gover~nent sJ~nce the end of the ~rar. 

In stm~nary, then, the reason for this Dost~ar dollar shortage is 
to be looked for in the lo~ rate o~ productivity and the high costs in 
Europe, and consequently the higher export prices of western Europe as 
comoared to the United States, ~rhich in turn exagge.rate the d~emand from 
every area of the world for dollar goods an:;! consequently make it necessary 
for controls to be established by each of the European countries, since 
the2 / do not have any system of ~__..~ it as a group against this do]]sr ...... 
competition. As a result of these circumstances, Europe has been r~muing 
a deficit that. in 1947 reached over 7 billion dollars and in 19Z.~8 was 
around 5'.5 billion dollars. 

I think it is helpful, too, to look at this not., just as a European 
problem, but also'as a United States probl~m.. From our ovm point of 
view as Americans, the basic problem v~'ith vthich we are faced is the 
tremendous tendency of the United States economy to ~.u~n a large export 
surplus, to .accept relatively small ~-~Dorts but to export at high levels. 
This tendency is not limited to the last fevr years. }Ye have r~ a total 
export Stmplus during the last tv.,enty-five years or so, beginning with 
1914, of abozt i00 billion dollars. The only wayto rlm an export surplus 
consistently, of course, was to finance the surplus ourse!ves~ and, so 
far as tyro-thirds of that !00 billion dollars is concerned, that is 
precisely what we did, through loans and grants d<~ring sxid after the 
First }Yorld War, through Lend-Lease, through UI[P~J{, inter.~m, aid programs 
and ECA at the end of VJ:or!d War II. 0n]j about a thif~d, of that hundred 
billion dollars represented anything like the normal orbcesses of economics. 
About I0 billion of it was private remittances, donations, and so on. 
Another I0 billion w-as the outfl~t of private capital. About I~ < billion 

.... was liquidation of reserves, :~rhich depleted the foreign e~.~change reserves 
in the E~ropean countries to such an extent that they had no margin to 
play vrith;vrhen the real difficulties hit them ~ter the vrar. 

In vievr of this situation, u, hat is the objective of the European 
Recover~7 Frogram? (, prefer to call it .,~RP ratn~ than "ECA': because 
it isa Euronean program in ~-rhich we are playihg a cata]~Ttic part, but 
we are c~i~niy not the ~hqle sho~.v.) Our: act says the object of ERP 
is "the restoration or maintenance ~n European countries of the principles 
of individual liberty, free institutions, and genuine independence, which 
rest largely upon the establishment of. so~md economic ~onditions,. stable 
international economic relationships, and the achievement by the countries of 
Europe of a healthy economy-indopen~.ont, of e.~:traordinary outside assistance". 
.The act also says that one of the objectives is. to promote the unification 
of  ~urooe. 

.... il [Ft 



No}7~ considering the situation ~s I l~avc described it, this ~ta ,~m,,n~ 
of pnrposes in the act means: First; that ~ze'must achieve in E~mopo some 
"unprovement in const~uotion over !9&8, ~%hat is, some improvement o~zer the 
relati~<cly io~; 1948 standard of living in Europe. Considering the exoect- 
ations of people (~'~ the postponer period particularly) about their ovn~ 
standards of living, an u~'~ard tendency of eonsmnption is, perhaps the 
most important single factor in poYitica! stability. If people feel 
that ghey arc getting a lit tie more in real terms .than they e~er have 
gotten before, or that there is a possiblity'of their getting more in 
the future~ then they ha-~e a stake in society as it exists and as it 
is being improved. ~f'they have no such stake~ the C~mmm~ist appeal 
v~hich~ v.~e a!l remember, looked pretty g~od to the Europeans as !ate as 
1947 can look m','fully good to them again. 

!t is interesting to reflect that b0forc the first dollar of ECA 
aid <:zas actually made avai!sfole to the govcrn{aents o£ Europe, the major 
political .~pact o£ the I.~arshal! Plan had el_ready been fc!t. Before the 
first dollar ~ras spc{~t, the Ita.lia~..s had their election amd the ita!iams 
pushed the Co~z~unists to one side ~ not out of th.c c ountry~ but at least 
out of the government. All over E~,mooe the ,s~e kind of thing was 
taking place, not because at that moment anybody had any more bread 
on the table or a higher-paying job or more scc~ity in his job~ but 
because the ~ery o~:istcnce of the ~[arsha!l Plan, e~<en, before the first 
ship arrived~ ::'~as an c!oment of homo in a Europe in ~,hich despair had 
been the ruling emotion up to that t~e. 

So the first thimg is to try to insure a general uv~rd ttndoncy 
of consumption; particularly, to onshore real pron~ise and hope for the 
future that embodied in investment programs and in provision by the 
government for social and other services. 

The second imlolication o£ the ge{~eral objective of ERP as s ta$od 
in the Foreign Assistance Act is an end to the dollar deficit in ~.~cs-bern 
E~rope's external baianco of pa~<mcnts, so that this u[~~ard tondonc~r of 
consmnption can be maintained ~~ithout continui~.g :i.ndcfinito]~y the flow 
o£ gi~ts from the United States t~xxpayers. Achic~ing this "dc].lar 
balance" takes a ~'~hi!e. You can eliminate dollar gap any day of the 
week by just not appropriating an~ more money. .Tnternational pavements 
~'ill a!vrays baiance~ the question really is ~~hother the pa~¢nts are to 
be baianccd at a b i'~h or a lo~'~.!evel° Unless they are balanced at a 
£airly high level o£ trade amomg the co~_ntrics of the v~or!d~ it is 
impossib!c to maintain a ~:~or].d in ~Thich thcrc is this uv~ard tendency 
o£ cons~umption~ or continuing ~-ror!d prospcrity. 

At the beginning of 19g8 the ~conomic Cooperation Ad~2nistration 
~-fas E~iven t~-o tasks. The first taskj ~hieh is ~~e3_i along, ~,-~.s the 
.revival of production in E~ooe. The second task~ on ~rhich ~.'e arc not 
so £ar a!ong~ is what I ~,~i!l ca!i the structural roadjustme, nts that are 
going to be necessary in Europe if Ev~rope is to improve its competitive 
position si~ificant~T and permanently° 
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The organization set up for this purpose is the ECA, the l[arshall 
Plan agency. The ECA vras set up to handle the program that was conceived 
in General l~,rshal!'s famous speech at Harvard. The program was born 
by a series of moorings in Paris of a Committee for European Economic 
C0opers, tion. Then .the-ball cs~ne back over here. and the Foreign Assistance 
Act 6f 1948 was passed. A~uoSt sfi~multaneously, the Orgcnization for 
Europ0an Economic Cooperation, which is the central ceordino;ting point 
for the L~%rshall Plan in Europe, vras Sot: upin Paris. ECA as an organ- 
izatiOn in the U. S. Government was fo.rmed with a headquarters hero and 
a Paris office, headed by ~',~bassador Iiarriman, for coordination of the 
]program in Emrope--and with.missions in every participating country. 

The m~tho~s of operation I will touch on relatively briefly at this 
tim0. It may be that you ".'rill want me to go into that further when we 
come to the question poz±od after:fatal.. 

The initial method of operation set up was to have annual progress 
in which each COtmt~£ submit'ted.to OEE% with copies to ECA, not just 
a pro~rs~ covering what aid they needed, but a progrP~1 in which the 
aid figure ~'ras arrived at through a reasonably elaborate analysis of 
their total economic situation, particularly the factors in their economic 
situation that directly affect their balance of international pa]monts-- 
how much they expected to be able to ea~ through more vigorous-exporting~ 

• how much they expected to be able to earn from selling s.ervices, for 
example, Services to tourists~ what they absolutely had to imp.ort~ h~'r 
big their internal investment pr0g~sm was, and in what direction it was 
taking them; how they intended, to control imflation; or in the cases of " 
one or ~:~o countries where the problem vras not inflation but deflation, 
how they wou!d avoid the °enemplo}unent that results from a too tight 
credit system or too little public investment. All those factors vrero 
wrapped up in a national program and submitted to OEEC. 

• The ~.6sult of this .process was not in any sense a procurement 
progr-spn. It was ~ general analysis of their total picture from which 
could be derived the minimum deficit .in their balance of pa~onts, ~he 
minimum em~olmt by which.their total impOrts exceeded the maximum amount 
they couldearn from the dollar area. By adding the minimum deficits, 
the .aid fig~'o for western Europe ~~-as e~ .... l.~.~ed 

[ • , ,  : . 

The amo'ont needed for the !:hrshal.! Plan .vras origins-~ily estimated 
by the Europeans at about 28 billion dollars. That vras cut do~m, before 
the program got to Congress, to about .17 billion dollars• The final'. 
figure will be more like 14.5 or !5 billion at the rate we are now going. 
The ~.iarshall Plan started ~-" '- ~mtn th~ idea th.at there should be a declining 
level of aid from year to. yqar, together with and corrospondJ~g .increases 
in the other, factors in fohe total pictt~yo of western Europe econor:~. The 
total aid ~ras 5 billion .dollars the first y0ar, 4 billion dollars the 
second year; 3 billion haJs been requested for the third year, and 2'billion 
will probably be required f0r the fo~rth year. 
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For the first t~,~o years~ OEEC o,_~.].de~ the amc, among the recicien% 
countries that is to say, it tooh the total Die ~d reco~m~:ended to ~ZCA 
how tiie oie should be cut. That was a most difficult ~rocess. ~* did 
have the effect, however, of placing :square!} ~ on. the Europeans them- 
selves the job of -"~a~.~.~no~" ~ a oie ~hich .they. were bo~.md to believe ~,~as 
too small (because a21 possible needs could not be fitted into it) and 
ma~in~ as equitable a distribution ~s they could nossiblT/ make among 
the various Oo~ntrzes. ECA then 5o.ok those figures and cnangec~ ~hem where 
necessar-f--but, genera.l!~ ~-,,~,d~ we changed them very little, in order 

em~nas~ze the ros]~onsibility %hat had been placed on th~ Eurooeans. 
ECA then made~ from time to time, al..otmento to the cotmtries of fun(~s 
which could 'be used for procurement. 

Those allotments were not just free dollars that the com-~tries could 
use. An allotment is a pe~it to a eomntry to come in to us ~:rith an 
application for the issuance of a document called a procurement author- 
ization. That is a very bad n~e, and willno doubt confuse those of 
you ~v1~o are experts in military procuren]ent~ because in no sense are we 
a procurement age~cy~ nor: do v~e have very much to do with actual procurement. 

i~.en the'country comes in ~vith its a::plication for a procurement 
• authorization, ~,e decide, after considering a'n~i~er of factors, ~fnat 
~e v~i!l issue a procurement authorization for, say~ so many bales of 
cotton. Z~e v~ill issue that to the participating com~try concerned, and 
it is then the participatin~ co~nt~r's job not o~s~ to get the cot:ton 
bought and shipped. 

}~ost of the actual buying is done through c0m~erci~al channels. 'l~ne 
participating country, havi~g in hand our procurement a~:bhorization ~d~ich 
is sort of a public, letter of credit~ can then issue an imoort license 
in its o~m co,retry and sell'foreign exchange agair~st it to its ~-m 
importers. Those importers, kn~d.ng they have firm. money behind t~e 
deal, can make sm arran~ement with a U. S.. ex~ort@r or mam~acturer or 
~ith a manufactv~er of some otiier co-opt%D-~N~ich insists on dollar payment 
for .its ~oods. Usua!<7 the proc<memen t a<~horiz'ation will specify not 
only Trhat can be bouoi:ht under it, but the oreferred source of procurement. 

Fina!~ the material. ~ri!l be bought and shipped; and there will flovr 
back to ECA, through American banking institutions ~?hich havebeen designated 
for the purpose~ doc~mlentation'~rhich reflects ~h~ transaction~ often a copy 
of the contract, alvrays a copy o£ the bil]. of lading. Those documents 
come back in to ECA and o~ Controller, if the documents seem to be in 
oraer, then makes a pavement to the bank ~m..:cn has in turn financed the 
trsfqsaction originally by paying the exporter. So~ strictly spea!.'ing, 
the participating government to ~hom ~:e are ,,giving,, all this money 
never in fact sees the . . . . . .  coJ.o~ of the greenbacks. The money for tn~ most 
part doesn't.move through the foreign government at all. It moves 
through a United States bank to a United States su~o!ier in the case of 
a procurement in the United States. 
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No,J, just to give you a rough ideaof ~zhere ' t T o  stand at the moment: 
]Ve have issued allot,ments amounting to about 8 billion dollars ou~ of 
the substantially 9..5 "bil!Jon that, so far has boon made available by - 
Congressfor the first 2¼ years of the Plan. ~ -~ " A~a~.s0 those allotments, 
authorizabions have been issued for ~bout 8 billion. (Three q~mrters 
o f "  th~ 8 " '~ " -.-~ -." , . . . .  o.,.lllon go to only five countries, ~ , n . . . . c n  i.s natural ~:-hon you 
compare the size of the economies concerned. Those .~iw, '.co'~hutrios az'o 
the [i. K. nrhich gets more .than a quarter of the whole, l~r~mco, .._ta_~j, 

j~ 

t~o~ order. If you include GARIOA, -Germany, and 0he Netherlands, in '-~ 
the appropriation for Governmcnt .and Relief in Occupicd Areas, ..... :~h.-~n 
has substantially the stone purpose as ECA, Germany ~';ould be No.. 2 on 
the !is% after the U..K.) - AgaLnst those authorizations the Controller 
has paid out about 6 billion doll~s. 

In addition to this activity of authorizing proct~ement, :vhich 
accounts for most of the money spent by ECA~ there are many other 
special parts of the progr~u, ~:~hich i will not go into this ~orning 
except simply to mention them. There is a Technical Assistance Program 
for providing l~t-~lou and experts .and for bringing foreign experts to 
this country to study. There is a Strategic L[.atoria!s Program to assist 
in ~nporting into this co-&.ntry materials u~hich are s~id to be required, 
and develops production Of such materials. There is the Industrial 
Projects Program for financing particule~!y large ca[gita! installations 
in Europe. There is the Overseas De~,olopment ~ogr~- ~ for the purpose 
.of-developing underdeveloped areas of ECA countrios~ ghat is to say, 
their colonial dependencies. This. is the progr~?_m L~hich vre refer to as 
our Little Point Four, because it is based on the s~e idea as the 
Point Four Progrsm. Authority to conduct this orogr~,~m is, of course,. 
alrelady agai!abie in the ECA Act because the colonies are hart of the 
.~t~hrshall Plan area.. 

-What has been the effect of thess activities? If you take 1938 as 
a base, mndustrlal'proo.uctzon ms up to about !181 percent of 1938 pro- 
duction. Over-all, if you average i~ agricult-~-e (uhich accouuts for 
97 or 98 or 99 percent of the total), total production has. come from 
something like 20 pcrcent bcl~v the 1938 production to bo%~-zeen 5 and 
&O percent above. That is a vo~ remarkable produCtion effort during 
the first t~ro years of'the ~.~rsha!! Plan. Conslmlntion is about back 
to T~here it ~ras pror.~ar, with the exception.df housing. (It takes a 
io~ longer to raisc housing stcn~ards abro.&d, as it does in this cotnutry.) 

In trade they are still r~utning a deficit both in ~I! currencies 
and ~;ith the dollar acco~_ut, but ........ ~" ~- ulzO ~xmc_u on both accotznts is narrowring. 
The dollar deficit has boe.n cut more or less in 'n~.]L~ during the po.r!oa" ' 
.Of the !.~rsh&ll Ploz~ so far. But ! ~zouldn 't ~.mnt you to dravr the con- 
clusion fromthis that the second .half is {~oing td go as easily and 
quickly as the first ~.alf. The more you s.quceze e lemon the more difficult 
it becomes to get more juice. 
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The dollar defic.it is still very largo in absolute te.~r,s. Out Of 
something like 6.25 billion that western Eurooe has to im~nort ~ from the 
dollar ares.s, the 18 co'0ntries concerned are covering at the moment onl~r 
a !ittle over 2 4",'~." b . . . .  , . , o n  w i t h  t h - o i r  ~ , m  e a r n S m g s  a n d  '~re a r e  p r o v i d i n g  
the rest. So they have a long ~Tay tO gO on dol?~.r accotunt.: 

~OTr, T:hat are the nGxt stops in this progr~n? Our ~a~alysis of 
the situation, ~,';hich we have been conducting very intonsivo!y for the 
last few months, brings us to the conclusion that the Europeans have 
Oxo big central jobs ahead of them in this progro~n, One job is to - 
c r e a t e  7 ~ ! I ~ . t  on "~ " . o n ~-~.~_, Hofzm,.n has been cal].J_ng a single marhot in Europo~ 
that is to say; to reduce and uliminate -bhc discriminatory moas'~cs, 
trade barriers, tariffs, and so on inside Europe so that the Europeans 
~ill be able to create intorna!!y, still protected to some extent from 
the competition of the United States, a large and stable" market for 
the ir manufacture s. 

It was only by having such a Eur.ope-wide internal market, ~ suit~ 
able oiace of ~..oing business for individual firms~ a more comoetitive 
atmoSphdre of production, that their costs of ]production would come 
dovm~ so that %he individual entrepreneurs in each o#. the E:uropean 
countries could do business z~t sufficiently loTr cost and on a sufficiont177 
largo scale so that it Trou!d be ~ossiblo for them to competo~in the export 
markets of the T~orld~ including our o~;~ United States ~arket~ with its 
American manufact~ers and workers relent!oss177 incrcasJmg the'ir pro-• 
ductivity by the Standard 3 percent a 7!ear. 

The theory is that liberalization of trade ~TithJ~n Europe is a first 
step in the process that m.ust have also a second sto~° Step L is to 
place the Et~o~es~ns in such a position, throug~:~ "economic Umtegration" 
that they are ~n~,.~lod to comDeoe svccessfui!~r ~Tith the United States in 
their ~.~n markets as Troll as in'rhea United States market, to outsell us 
st~Zfic.ient!y to earn their keep, to bo.rn ~rhat it takes to buy the imports 
they need9 at that point, hopefully not too far off, it will be possible 
to proceed to Step B~ to break do~m also the discrJz~,~inatory barriers 
bet~Teen that ne~r single market, and the United Sta~o 

'~e other big job ahead is the achicvemen% of such s&~ imorovemo~%, 
in the oompdtitive pos.J:tion of the Eurooeans tho,t they are s:b!o to 
achieve greatl], i~creased dollar carnings:o This is not sole]sT a ques-tion 
of !oT~erJa%$ costs, although it is of continual J~nDortance. Partly it is 
a question~of soiling us, of really exploiting the tremendous market 
that exists in this co~mtry% One of the things that DCA is working on 
most activ.'~l~: at the moment, and will be for the remaining period of the 
program, is the promotion of imports into the United States~ someth.ing 
seemingly unrelated to an cid program for E~ooe~ but in fact trith a 
very direct T'e!~tionship. Every additional, c]o!!ar that E~u-ooo can earn 
in this country is a @el!ar for ~Thich the ts~,-payer doesn't have to dig 
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into ' ~ .~ .~ n.~s Docket in order to r~aintain tm, political stability of Etu'ooe 
and the peace of the rrorld. 

]if r~e.arc cvcr to crotch up r~ith o~ ~ ~osition as the r~orid's largest 
creditor, we wi!] need to find ways cheaoening the process of maintaining 
the economic and therefore the .~olitical" stability of the other major 
and industrialized part of the free ~.vor].d. 

It is important,". I think, to look at the s~gn~ficance_ - of ~-'-~.~.ms" ~i ...... ~ 
o 

• n our ova% program, our ~,nq concentration on trying to assist the Et~opes~Ss 
increase their dollar'earniugs throu:jh PrOmotin Z increased J~m'~orts of 
goods by this cotuntry, because this shift, "_[ think, is s~mDly_ a fore- 
runner of a very great change in the r~ho!e attitude of this comqtry 
toward the rest o~ ~ the %vorld. In affect it ms a change ~ ~~;n.ch ~e 
would aga~it, to ourselves r.~hat is clever-.rom~ " tne'~ figures; namely, that 
what we have previously called a favorable balance of trade,-that is, 
exDortins~ . more than ~ou~ are importing, is" "favorable" only~ if you are 
a debtor, but if y o u  are a lar~_e creditor, it is h.~gL!y tmfavorable, 
because yo u are constant!y a .net exporter of. your reso~rces, sending • 
out more ~0ods than ~:ou a~e tsk~ "~ ~ +'~%r~.~v ~ ~-.#~ 

o " . . . . . . . . . .  s . . . .  ~ . . . . . . . . . . . . . . .  j . . . .  . ~ . ~ .  ~ , . ,  ~, decreasing 
the amount of goods for T .... consnm.~mon that would 0themvise be available 
in this .countryo ' 

I would like finally to refer to one other develooment in the 
Pr0~ram. V~Fe have fecund that the "aid" idea "~nat 7~e are s.~,is~ .... ~ these 
countries to meet something called ~ ~'~ "need " .. oa~ s, rgas a very useful con- 
cept at the beginning of the }.~rshall Plan, but now increasingly makes 
the l',arsh=!l Plan a some~'hat clumsy instr~xaent of foreign policy. ~iore 
and more, fro~_ month to month, we are shifting over to r~hat I~. Hoffman 
has ca!led a "merit system,,, putting into our administration of aid more 
and more incentive schemes ,_and performance concepts, geotln~ more and 
more away from the .idea that ~'m are oroViding an amount of money to each 
comntry to ~d~ich in any Sense it. i.s entitled' by a dom0nst~ation of pure 
need This shift in empnasm,~ is mac.o ~'~ 

• posom,~_~e, of course, by the very 
increase in production and in consumption in ~ _ ~uro~e to uhich I have 
referred. 

Vie are doing this prLmariT_y in trm ways. One is by setting'up 
special "kitties" of funds. L ~ we want them to provide additional 
investment for their overseas territories~ rre set up a special fmnd 
which is available only for the development of overseas territories. 
If we want them to liberalize brade within E~ope, as ~e Cer%ain!y do, 
we set up a Special reserve f~d which is availab:le on)~, ~ to Promot e 
schemes-~of cooperation in the elLmfi_nation Of trade barriers in Europe. 

In addition, we started this year for She"first time and '~i!l 
continue and intensify next year, a proeedtL~e for allotting !,~zrslla!! 
Plan f~ds, not entirely according to requirements as calculated, but 
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according to performance by the ooze.tries in moving towar@, the tw_~m% 
objectives which I have mentioned--the integration of E~ur. ooe ano th, 
earning of dollars. So a co%mt~'7,~ vfnich is continuing to r~n a su~- 

- - i  ~' ~ -  ~ .its pressed inflation, which _n.,_l~.te~ import requirements and increases 
its requirements for aid~ can.not e]e.,eect indefinitely to .... w us in effect 
sanction that ~rocedv~e by meet!.;~g the deficit in balance o£ pa~anents 
that .ts created by a wrong economic policy. S~.~.iiarly, a country like 
Italy, whose oolicies have been so deflationary that it has the greatest 
d i f f i c u l t y  i n  ,~..~.n.~..<~.~,:~ t h e  amount  o f  money t h a t  we ~:rou!d obhe~-~ise be 
willing to make available, cannot ex~aect to have that money an!~ra~,~ ,~ and 
simply store it up in the bank° 

This ~td~ole performance concept, ! tliinlr, will be not only important 
in promoting the objectives of the Ivlarshall Plan itse!£~ but ~"riil represent 
an important nevr step in the ~orican process of learnin~ how to use, for 
the p~-poses of foreign policy, the variotts instruments at its co~mand. 
One of the greatest of these instr~ments is our export surpius; we are 
learning h~:r to use that instrw.~ent in ~articuU_ar for the a%ccomplishment 
of the snecific proposes which v re are seeking in the ~ror!d, rather than 
allotting the tsxpayers' money primar-~4r on the basis of need calculated 
on the chart basis. It ~oes one step further in the di!'ection that 
General garshall indicated in his £s~.~ous Harvard s?eech, when he insisted 
that the initiative must come frcca the Europeans, that it must he. from 
the E~repeans' side that °.5 ~aercent of the effort comes~ and that our 
part can be the keystone to the arch but ~-,~e cannot build the entire arch. 

COLONEL hc~iJLLOCm. Gent!omen, !.'.~. Cleveland is ready for .~mur quest'tons 

QUES.TION: -~'~ understandin,g is that the aid for Eu~oee is divided into 
~vo tzrpes., One is direct aid s~d the ether is in the form of loans. In 
these loans my ~derstanding is that -:;hen you give an authorization of 
credit for purchase outside a co~<ntry, the country inCm!ved then ~outs 
that same amount of money in its cu_~roncy into a special £~m.d to be used 
within that co~untryo ]Vou!d you mind going into a lit%!e more detail on 
that subject? 

}.~. CLE~LAND: i:J~at you are referring to is, strictly speaking, n o t  
l o a n s  b u t  w h a t  ~'re c a l l  c o n d i ' b i o n a l  a i d ,  w h i c h  i s  a c t u a l ! ~ "  a fo rm o f  g r a n t  
under the act. There are actually three types of assistance. One, is 
direct grant assisbs~ce~ for which there is re paF~.:~entj but for wlnich 
the individual co~z~try, ~uts up cotuntarpart f~ds im its o~,m c~)}-~rencyj 
these £~nds are then available, for either fina~'~ci~_tl or investment usos~ 
with o~m agreement. Sec0nd~v~ there are loans, which are handled pro- 
cedurally in the s~e ~.ay as grar',ts~ cxce,~t that the .government ~nder- 
takes the obligation to ~pa~T~ ~ o in do!!ars~ at interest rates and on 
amortization schedules thaiyou and Z would be happy to have in o~.~ 
private fLuanc.~g. Thirdly, there is the conditional aid~ to ~?hich you 
r o ~ e r  • 
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Now, conditional aid is ...~ device, I would ,~..~_"'~ ~ ~ it a_ temnorary or 
transitional device, for ,-~" -, ~ .n~lnt,..-.'n~n. ~ the flow of trade ~:'ithin }~uronc, 
! : b  arc getting to ~.~ ooint in 1948 w h o r e  it s~mply ~cas not going to be 
possiblO for the E~ropean co,retries to trade ~ "~-' 

. r ! ~ n  c a c h  other becauSe- 
trading with each other ~mp±lea move,~nents of gold and. dollars ~,,nmch 
they ~,uo~ didnlt have or didnlt feel the.v had. ,'~h~'e.~ore~- ÷~ ~ a system was 
worked out--the so-called -~ntra-E~.o~.e~ patients scheme. " 

That scheme cal~s for setting Ups between each co~.try arm~ each 
other : couutry in the system, a bil~.tera! ?~x :~ ~- - ~,.~.,o~n ~,~ arrani[~ement. They 
a~ee on an est~nate of whether, for example,. England is o~tn~- ~ tO export 
mere to Germany or vice versa, and by about how much. D~ have 'ohen 
agreed in the pa~nents scheme to cover with conditional aid what amom~ts 
to credits or gifts by creditor countr'ies to their debtors. As the 
Be Igians '- ma_xe Belgian francs available to [.~ance fo~. - the purchiSe of 
goods from Belgit~m, we in tt~n give dollars to Belgit~!~ and the Belgians 
are thereby deemed under the act tO have ~ 

m a ~ . e  patient , In te~s w h i c h  
are consistent with the economic recovery purposes of the act, for the 
dollars that we give them. That ~ becomes a wry complicated scheme, 
because there are nearly a h~udrcd d~fferent, ~.. . bilate,ral ar~anj~e~.,,ents~ - o. -,~ • 
~,h].cn have ~o .be cleared ~verg month, l~om sz~ operatLu~_ standpoint it 
is a very complicated operation, but conceptually it is about as .simple 
as I have tried to. make it sound. 

. .QUESTIO~[: ~,~]at effect does the deva!uaticn of the c~mrcncies in 
~uropean countries have on ECA? 

?'~.'CI~D~I$,.I:D: The main effect of the devaluation of the pound 
sterling, r] an~ the wav~ of devaluations that ..... 
vras to put those .... ~- .... ~n~ed~.ately fo!!~,~ed it, 

• - os ouer cos.._ ~.Lon to earn "dol3.ars. 
Vlith0ut any difi~erence at all" in their costs be~'recn the day before the 
devaluation and the day after, they were:able aft@r dovaluati0n to sell 
goods at a m~xim~ of: aro~md 30 percentcheancr Jm a:do].lar market. It 
hasn,t, of course, alvra~s worked that they have sold their wires 30 
nor cent cheaper. ~he~ }~ave ~ .... - . • ~ y .. :sold ,~Lcm for as much less as was necessary 
to ~'~ 

~,~;.t._'e the business, hTq~7., that was in a seaso the Purpose of devaluation. 
It v~'ill presumably have the effect of enabling 'the countries to increase 
their earnings if they also go to vrork on lowering their costs. 

But t?m very short-run effects, of corpse, of, the devaluation run, 
in a sense, in the ~,Tong direction. It is a step back in order to take 
~:ro steps fo~Tard. 3~% the first Place., deval~aat[!_on: means that each 
European country has to pat~ more ~in"berms Of its ov~ caz'roncy for imports; 
and, since food is one of the :maLn items that are imported into Europe 
food prices have tended to go up in Europe; there is therefore a tendenc~ 
to press on rationing and ]price controls r."h0ro theft exist, a tendency 
gencral!~ to deoroasG real wages or to m a k e  it more d!fficu!-t for a man 
to get a loaf of bread with the s~o a~:qo~mt of money that he bought it 
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~:,~ith before. As a result, prices have gone up a little in E~rope on 
cost-of-living items. So that is one factor that has increased the 
nressuro toward inflation. That has not to date boon so serious as 
to give rise to any question vrhethor it ~ras a good idea to devalue on 
that acco~t. 

The other short-term effect, ~vhich is a step bac]~vard, is this: 
If you sell an export product" for 30 percent loss in terms of'dollars, 
you have to sell so much more, 43 ~ocreont or some such figure, by volume, 
in order to earn the s~me number of dollars. So that countries ~rhich 
did devalue are in a sense in the position of a man receiving the ball 
ten yards behind his m'm scr~nago line. He has to make uo that ten 
yards before he has gained any ground. 

~i the longer r~n, though, the devaluation ~ras a necessary step 
in bringing the high-priced European economic area into line ~rith the 
relativc!~, lo~7-priced American economic area. But ! ~ould emohasize 
that it is only one of a number of steps~ and that increases in pro- 
ductivity and !o~rered costs arc, of course, necessary comp!emcnts to it. 

QUESTION: Can you tell us something about vfnat progress is being 
made now toward the integration of the European economies, end if there 
are real prospects of accomplishing that ivithin the time scan of ERP? 

!~.~. CLEVEIJ{ND: iVell, i~te~ation~ of course, and hew much yo6. will 
accomplish in the ERP period, depend on how you define that much-bandied- 
about term. Our. definition of "integration" is the substantial elir~in, 
ation of quantitative restrictions on intra-European trade, prJ~mari!yl 
import restrictions which ooerate on a quota or quantitative basis~ and 
the elimination of other discriminatory practices (such as the mractice 
of dual prices, where the British or the Germans or Belgians are able 
to charge~ and do in fact charge, hi{her ~0rices for ex~ort commodities 
than they charge their o~m .oeoo!e for the same commodities domestically), 
That is true of British and Gemnan coal and Belgian steel. Under their 
arrangements with us the Belgians have stopped it. It is true of French 
potash, and so on. 

V~aat ~J~e mean by integration is the elimination of barriers, plus 
something more : that is, the setting u o of central institutions in 
Europe, starting'with the so-called clearing union or pa~nents-union~ 
which is being discussed novr in Paris--central institutions for the 
coordination of the economic and financial policies of the co~tries 
concerned and in a sense for the enforcement of arrangements made for 
the liberalization of trade within E-~ro~e. That, as ! tried to say 
before, is step one. 

Step two, which must come not'much after ~tegration s~d has to 
come to some extent even d~ing it, is a reduction of the barriers 

!2 



between that single market and the rast of the world, particularly the 
dollar :~rorld, which can come only as the '~dollar shcrta,~e~, situation is 
el~inated. 

Now, as to prospects, it is much easier %o ~ow what you vrant than 
to accomplish it in a world whore you hay6, eighteen sovereign cotsntries 
to deal with, each with its o,,'m economic problems, its ov~ ideas, and 
its o~,m dreams about the future or about bh¢ past economic position 
which it occupied in the world. As you will see in the "New York Times,, 
this ~ morning~ or practically any other daily newspaper, ther~ is the 
greatest difficulty in making our agreed objective stick. The orob!em 
we are faced ~rith as an agency, and that the U. S. Government is faced 
witl~, is the considerable gap be~,'reen the expectations of the Congress 
anl of the P-~lerican people about the unification of Europe on the one 
hound and the practical politics of muification in Europe on the other. 

It is o~ hope that as the first step in setting up institutions 
for this purpose, real progress can be made in the direction of setting 
up a clearing union, ~:rhich will be rca!ly an effort to multilateralize 
the present pszjments scheme--that is to say, there won't be any bilateral 
payments arrangements within Eurone any more if this thing gets set up 
the way we would like to sea it set up, Each country would have to 
balancc its pa.ymcnts only with respect to all Of its trade partHers 
taken as a group.. Th@ arrangements for clearing ?rould bc ent.~mely 
handled by a central union, which would operate a rather complicated 
system of incentive arrangements for taking gold and dollars away from 
debtors vcho get too r"ar into debt and arranging for creditors to get 
only partial dollar payment for any largo credits they pile up. That 
is a highly oversimplified description, and my technical associates 
would be quite unhappy about it. 

QUESTION: I believe Public I~vr 472 authorizes barter on the 
pa~'t of ECA for acquiring strategic materials for our stockpile. ~Vould 
you tel! us if there have been any applications of this authority, and 
if so, with ~hat results? 

~. C~VE .LA~ : S trictly speaking, the law doe sn ' t authorize barter 
It does authorize us to acquire strategic materials, not with dollars, 
because we can't use our appropriated dollars for that purpose, but 
with counterpart funds. The counterpart funds~ ~,,rhich are deposited 
in the currency of a couUtr~y that gets direct grant aid~ are divided 
into two parts.- There is a 95 percent -oortion which is available for 
~se only v~thin the cmmtr~ for financial or for investment purposes, 
and any use has to be by joint agreement with us. :TSe 5 percent portion 
is an outright gift, sort of a reverse lend-lease, back to the U.S. " 
Government. That is put in a bank, usually in the country in quest!ion, 
but in the name of the U. S. Treasury. Then that money is available 
for two purposes: First, for our o~q ach~inistrative costs, which are~ 
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of co~rse, ver~g small and don~t anGu,~here nearly take uo that 5 percent 
in any co~try; and, secondly~ they are available for t.he p~rchase or 
deve!ooment of strategic "o"~-~'~~ ~~ " 

~V~e have bought some strategic materials with those 5 percent £v.~ds. 
In the case .of some countries it is impossible to burr righ t up to the 
ceiling of 5 percent. But, by and large, ib is a reaoo,~ao~.~r tough 

~-~'e " ~ @' business trying to buy strategic materials from corm ~..~,s wh~ c,, ._ee~ 
that they are able to earn cto].lar~ with them if they are bad-_Ly Wanted 
in the world. So that negotiations on 'this kind of thing have been very 
lengthy. 

Also, just about, when ECA's strategic materials experts are getting 
to the point where a deal is se~ed up with another country, the _,,~.._t,ons 
Board will decide %hat the material isn't very strategic any more.. So 
there is a real problem of 'ma~ching up the deals that .v,~e make abroad. 
w±th"bhe changing character of the critical or strategic list on thfs 
side. But to answer your question specifically, some business has been 
done. It is not ar&matmcally large Ku amo~at, but it is really quite 
considerable. 

I think a more interesting and i~portant thin.g that has been @.0no. 
in the strategic ~aterials £ield, witl~ both dollars and these 5 F~rcent. 
counterpart ft~.ds,., is to make arrangements for increasing the nroducbion 
of strategic materials so that the total supply in the future will be 
larger, even though you are not in many cases able to assurea marks# 
for the :increased oroduction. An arrangement z-ras worked o.ut, for example, 
be~'~een an Amuerican company end a orivate French company for the develop- 
ment of some very interesting ,mud apparently. ~]portant-!ooking lead deposits 

~_~ r-~ ~ . ~ 7 ~  in French North Africa. There is a con~.~ . . . . . . .  amo~n'b of t h a t  kind (5£ 

activity going on in various parts of the world, such: as in New Caledonia 
with nickel and in .t/~adagascar with graphite. 

QUEST!ON: Could you tell us what steps ECA has taken to Promote 
Lmports into the United States? You have touched on some aspects of 
that% but I would like to he'o,r more about the genera!picture. 

± mrs., place ~ we I,~. CLE,~L~.~D. The general nict~c is that, in the ~" + 
act as a kind of.presstme group within the i.]~ So Government to try to 
focus attention on this prob!e~n. We are not~ of eourse~ ~the only agency 
that isso acting. The State' Department is also doing it. Secretary 
Atcheson made a major speech on this subject a !ftt!e while ago. ~'~. 
Hoffman has made a number of s~eechos in which_ he has tried, to. ~~,~--~ 
-the importance of this oroblem, to the attention of the bm~e.rican people. 

Second, there is a great deal ofu~hatyo u mi, ght cs.ll promotional 
activity going on~ for example, getting Chicago to have a trad.e fair, 
and then making sure that it is going .to be a good trade fair ~md arrang- 
ing for participation in it by 'the ,various forcign governments concerned. 
Arrangements may be made for an OEEC exhibit there 



Third, there is a considerable amount of analysis work, which we 
are really only beginning to tackle now, in an effort to determine from 
the statistics of oast trade and currenD trade where'g0od "oossibilitios 
exist for the. promotion of ".reports into this country, and %hen bringin~ 
these loads and possibilities to the attention both of prospective 
Lmgerters in this country or economic groups here which might 5~nport 
them, or, on the other hand, bringing these leads and possibilities to 
the attention of other participating Europeom governments concerned 
and tl~rough them to the economic groups Concerned in Euroooe. 

For ex~p!e, I noticed in one of our ova reoerts a little while 
ag o that the Italians are selling in this co.chili nosy only about 2 :oer- 
cent by volume of the Parmesan cheese ~zhich they used to sell before 
the war. Being a great fancier Of Parmesan cheese myself and of the 
spaghetti v~hich goes under it, I was amazed at this state of affairs. 
It results, Of cotu-se, from the fact that ~mericsm manmfacturers were 
able to bring Cheddar or other Z~oes'of American cheeses into the 
picture in competition with Pa~:mesan, particularly d~ming the ~.Tar; ~.nd 
they have now virt~u%lly taken over the market. 

That represents ~ ' • 1 .. orooao.y ~ good specialty product that the Italians 
might well promote. They used to sell a !or of it in this co~mtry. There 
must be a number of people here who l~,~t the product and who could mass 

• ~ ~" q is the %'cord along, and so on So that cert<_mn_,y something for the Italians 
to promote, It is not our job to sell their cheese. It is ot~r job, 7re 
feel, to go so far as pointing out to them that there is a ~>ossib~'lity 
here that theyshould not dismiss without a very thorough investigation, 

I~nder ot~r technical assistance p~.o~r~n~ ~ ~ we are able to finance the 
cost of market surveys in this co~ntIDr bY foreign businesses or foreign. 
government s ~ . . . .  ,:,.o ~?ant to feel out the market and see ~That the ~ossibilities 
would b e .  That is an outline of the ~,.~_~.~4~ activities on ~ n ~  ~ im~ort front. 

COLONEL HcCULLOUGK: ~ .  Cleveland, on behalf of both colleges I 
exoress our appreciation for an excellent presentation. Thank you. 
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